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KEY ECONOMIC INDICATORS: HONG KONG 


in US$ millions at current Exchange Rate: 

unless otherwise stated 1981 Jan.—Dec.USS1 = HKS$5.566 
1980 Jan.—Dec.US$1 = HKS$4.993 
1979 Jan.—Dec.USS1 = HKS$5.007 





% Change '81] 
1980 198] over '80* 
, PRODUCTION, EMPLOYMENT 
@ Current Prices (S$Bil) 1735 21.2 : oA « 
@ Constant 1973 Prices ($Bil) Le 124 6 0. 
per capita, Curren (S$) 4,192 9. 
per capita, Constant, 
1973 Prices (S$) 


PRODUCTION (='S EXPORTS 
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MONEY & PRICES 
Redefined Mc 
(Mj $Bil) 
Redefined Money Si 
(M2 $Bil) 


FOREIGN TRADE 
Domestic Exports (FAS) 11,182. 13,653. 
U.S. 3,759.¢ 4,524. 
Re-exports (FAS) 4,004. 6,022. 
76 0S: 389. 617. 
Imports (CIF) 17,167. 2230k 
From U.S. 2eOl sek 2,645. 
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TRADE WITH US 1981 
Exports :Garments 1,967.3 Imports:Office Machines & 
Computers 269.4 
Electrical Machinery 548. Elec.Machinery, app. 265. 
Plastic Toys & Dolls 420. Fruits & Vegetables 178.4 
Office Machines & Computers 402. Gems 144.3 
Watches & Clocks 349. Plastic Materials 143.0 
Radio Receivers 170. Tobacco 121.9 
Textile yarn, fabrics 1335 General Industrial 
Machinery 109.5 


*Computed from HK$ figures (Note: The percentage changes are not always comparable with 
the half yearly figures because of exchange rate 
variations) 





SUMMARY AND OUTLOOK 


The Hong Kong economy continued its strong growth trend in 1981 
despite sluggish international economic conditions. Gross 
Domestic Product (GDP) increased by 10.4 percent in real terms 
in 1981, compared with 9.8 percent in 1980. This is a 
remarkable achievement given recession conditions in both 
Europe and the United States. Growth in 1981 stemmed more from 
domestic demand expansion, and particularly from the public 
sector, than from exports. Domestic demand in 1981 grew at 
10.5 percent, while domestic exports registered a real increase 
of 7.6 percent. Growth in public sector expenditure 
outstripped that of the private sector. 


Prospects for 1982 will depend on the pace of recovery in the 
Western economies. Presently, 7 percent real growth in Hong 
Kong's domestic exports is forecast for 1982. Hong Kong's real 
growth in GDP is expected to reach 8 percent this year. The 
Slight slowdown reflects recession conditions in Hong Kong's 
major export markets. Public expenditures will continue to 
outstrip overall economic expansion. 


The Hong Kong Government has provided major boosts for Hong 
Kong's position as an international financial center. The 
Government lifted the ban on new bank licences in 1981. 
Effective February 25, 1982, the Government abolished all 
withholding interest tax on foreign currency deposits. This 
will enable Hong Kong to compete more successfully with 
Singapore to lure foreign currency deposits. However, as a 
result of such developments, Hong Kong's monetary affairs will 
be more vulnerable in the future to changes in economic 
conditions outside Hong Kong. 


Hong Kong's role as entrepot and service center is stimulated 
by China's modernization and growing international trade. 

China is the largest source and market for Hong Kong's 
re-exports. Hong Kong offers manufacturing technology, 
marketing expertise, a deep water container terminal, an 
international airport, and a very active international 
financial community for use in China's economic development and 
aS a regional service center. 


The United States remains Hong Kong's largest trading partner 
and foreign investor. The United States took 36 percent of 
Hong Kong's total domestic exports last year. Hong Kong's 
exports to the United States rose substantially by 29.3 percent 
in 1981 over 1980, despite the U.S. recession. One reason is 





that the U.S. recession, influenced by high interest rates, 
initially hit the housing and heavy durable goods markets. The 
type of products Hong Kong exports - light consumer goods - 
were relatively immune. Should the U.S. recession deepen and 
widen, Hong Kong's exports could be affected. 


U.S. exporters enjoyed a 10 percent share of Hong Kong's total 
import market last year. The U.S. share of Hong Kong's import 
market declined slightly due to the appreciation of the U.S. 
dollar and keen competition from Asian countries. 


Areas of potential growth for U.S. exports to Hong Kong include 
electronic industry production and testing equipment, building 
materials and equipment, textile fabrics, consumer products, 
computers and business equipment, fresh fruits and vegetables, 
processed food products and grocery line items. The re-export 
of U.S. products to China via Hong Kong also offers 
opportunities. Hong Kong's re-exports to China from the United 
States totalled US$102 million in 1981, representing an 
increase of 68 percent over 1980. 


CURRENT ECONOMIC SITUATION AND TRENDS 


IMPETUS FOR ECONOMIC GROWTH: Traditionally, export demand has 
led Hong Kong's economic growth. However, in 1980 and 1981, 
the driving force for Hong Kong's economic growth came more 
from domestic demand than from export expansion. Real growth 
in domestic demand, at 10.5 percent, outstripped the real 
increase in Hong Kong's domestic exports at 7.6 percent last 
year. By the second half of 1981, domestic demand began to 
Slow down and export demand picked up. Hong Kong's 
manufacturing sector sustained a stable business performance in 
the second half of 1981. Prospects for this year are less 
certain. The growth of domestic exports will depend largely on 
trends in Hong Kong's major export markets, particularly the 
United States. 


FOREIGN TRADE 


DOMESTIC EXPORTS: Despite unfavorable international economic 
conditions, Hong Kong's domestic exports continued to expand in 
1981. Hong Kong's total domestic exports increased 18 percent 
by value in 1981, while domestic exports to the United States 
increased by 29 percent. The depreciation of the Hong Kong 
dollar vis-a-vis the U.S. dollar helped Hong Kong to sell its 





products in the U.S. market. The United States remained Hong 
Kong's largest domestic export market, taking 36 percent of 
total domestic exports in 1981, compared with 33 percent in 
1980. During the same period, Hong Kong's domestic exports to 
its second largest market, West Germany, declined by 5 
percent. Hong Kong's poor export performance to Germany 
reflected the recession in the German economy and the 
Deutschemark's sharp depreciation. Exports to the number three 
market, the United Kingdom, increased unexpectedly by 14 
percent, while the British economy was still in the doldrums. 
Exports to Japan expanded by 26 percent, a sharp recovery from 
the decline in 1980. Compensation trade arrangements between 
Hong Kong and China led to a substantial increase in Hong 
Kong's exports of semi-manufactured goods to China. Hong 
Kong's domestic exports to China increased 82 percent by value 
during 1981. China is now the fifth largest market for Hong 


Kong's domestic exports, absorbing 4 percent of total domestic 
exports by value. 


Hong Kong's garment exports maintained the number one export 
position, with 34 percent of total domestic exports by value. 
In 1981, domestic exports of textiles and clothing grew at 9 
percent, in real terms, higher than the growth in other 
products at 6 percent. Besides textile exports, domestic 
exports of watches and electronic components also registered 
remarkable growth last year. 


This year the United States and Hong Kong negotiated a new 
textile agreement with low growth limits of 0.5 to 1.5 percent 
on the most popular items. The European Community may seek 
even tighter limits. However, restrictions are quantitative. 
This leads Hong Kong manufacturers to "trade up" - to produce 
higher value goods. The relative importance of Hong Kong's 
garment sector will remain in the medium term, despite the push 
for industrial diversification. Hong Kong's long term export 
prospects are good for electrical equipment, electronics 
components and computer parts, metal products, telecommun- 
ications equipment, and other items. 


In the last quarter of 1981, Hong Kong's manufacturing sector 
suffered from difficulties such as high interest rates, 
exchange rate fluctuations, high operation costs, and price 
competition. High interest rates still adversely affected Hong 
Kong's manufacturing sector in the beginning of this year, 
although rates have dropped from their 1981 peak levels. 





Because of unfavorable economic trends in Hong Kong's overseas 
markets, all Hong Kong's major industrial sectors - namely, the 
garment, textile, electronics and watches industries - share a 
sluggish business outlook for the first half of this year. 


RE-EXPORTS: Hong Kong has reemerged as an important entrepot 
due to the rapid growth of re-export trade. Hong Kong's 
exports are divided into domestic exports (goods manufactured 
in Hong Kong) and re-exports (goods for which Hong Kong is only 
an entrepot or transfer point). Value-added in domestic 
exports is much larger than in re-exports. In 1981 re-exports 
expanded at a faster pace than domestic exports. Re-exports 
contributed an increasingly larger proportion to Hong Kong's 
total exports, rising from 31 percent in 1980 to 34 percent in 
1981. 


The expansion of China's international trade and Hong Kong's 
growing economic links with China provided the major impetus to 
this surge in re-exports. China continues to be the largest 
source (31 percent) and market (19 percent) for Hong Kong's 
re-exports. Totalling US$2,306 million, re-exports of goods 
from China via Hong Kong increased 43 percent by value last 
year. Following China, other major suppliers of re-exports 
were Japan (20 percent), the United States (10 percent) and 
Taiwan (8 percent). Hong Kong's re-exports to China reached 
US$1,445 million last year, an increase of 73 percent in value 
terms. Other major markets for Hong Kong's re-exports were the 
United States (12 percent), Indonesia (10 percent), Singapore 
(8 percent), Japan (7 percent) and Taiwan (6 percent). Goods 
re-exported via Hong Kong consist mainly of consumer goods, raw 
materials, and semi-manufactures. 


IMPORTS: The rise of imports decelerated in 1981. Hong Kong's 
total imports increased by only 11 percent in real terms, 
compared with a 19 percent real growth rate in 1980. This 
Slowdown in growth of Hong Kong's overall imports can be 
attributed to the decline in retained imports of consumer 
goods. Following 1980 trends, Hong Kong's imports from Asian 
countries registered the most rapid growth rates in 1981. 
Imports from Singapore increased by 44 percent, while imports 
from China and Taiwan expanded by 35 percent by value. Japan, 
China, and the United States remained Hong Kong's leading 
Suppliers with market shares of 23 percent, 21 percent, and 10 
percent, respectively. 





Reflecting the outlook in Hong Kong's overseas markets, the 
overall real increase in Hong Kong's imports of raw materials 
and semi-manufactures slowed down to 9 percent last year. 
During the last quarter of 1981, imports of these items dropped 
by 2 percent in reaction to the unpromising order baok position 
of Hong Kong's manufacturers. However, the garment industry's 
improved performance led to a rapid increase in man-made fiber 
fabric imports last year. With the slowdown in Hong Kong's 
population growth, imports of food fell by one percent. During 
the same period, import prices increased rapidly; the growth in 
imports of consumer goods decelerated accordingly. 


IMPORTS FROM THE UNITED STATES: Despite a fall in its share of 
the Hong Kong market in 1981, the United States remained Hong 
Kong's third major import supplier, after Japan and China. The 
sharp appreciation of the U.S. dollar against the Hong Kong 
dollar and keen competition from Asian countries caused the 
U.S. share of the Hong Kong market to decline to 10 percent in’ 
1981. This is a slight decrease from the 12 percent market 
share the United States had maintained since 1970. The United 
States enjoyed a position as Hong Kong's largest supplier of 
raw cotton and chemicals and the second largest supplier of 
food, crude materials, machinery and transport equipment last 
year. Commodities showing significant import growth from the 
United States included metal manufactures (up 64 percent), 
special machinery (up 62 percent), electrical machinery (up 40 
percent) and textile yarn, fabrics and made-up articles (up 32 
percent). Because of the slump in the local spinning and 
weaving industries, Hong Kong's imports of textile fibers from 
the United States decreased by 43 percent last year. 


BALANCE OF TRADE: The relative size of Hong Kong's trade 
deficit remained unchanged last year; exports and imports grew 
roughly at the same pace. However, as a result of the rapid 
growth in value of Hong Kong's total trade, the trade deficit 
continued to widen to reach US$ 2.9 billion in 1981, compared 
with US$2.2 billion in 1980. These trends should continue in 
1982. 


INVISIBLE TRADE: Hong Kong's trade deficit was, as usual, 
offset in part by a net plus in invisible export earnings which 
consist mainly of receipts from tourism, transportation, and 
financial services. While the number of incoming tourists 
increased by 8.7 percent last year, overseas travel by Hong 
Kong residents increased at a faster rate of 17 percent, 





resulting in little growth in receipts from the tourism 
account. Altogether, Hong Kong's invisible trade surplus 
reached US$1.6 billion in 1981, leaving a net deficit of 
US$1.44 billion in Hong Kong's current account. 


LABOR AND PRICES 


UNEMPLOYMENT AND WAGES: Hong Kong's unemployment rate, which 
had increased for two years to reach 4.1 percent in March, 
1981, decreased to 3.6 percent in September, 1981. This 
a growth in demand for labor faster than 
When the Hong Kong Government abandoned 
iS : for illegal immigrants in October, 
the crease in or supply tended to stabilize. The 
l full employment level with only 3.5 
strial labor's nominal wages increased 
percent at the end of September, 
tion, wages in the manufacturing 
increase of 2.3 
rapid development of 
rading bus esses means employment 
the tertiary services sector will 
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THE FINANCIAL SECTOR 





MONEY AND BANKING: Last year the Hong Kong Government began 
compiling separate money supply statistics for Hong Kong 
dollars, in addition to all currencies together. The broadly 
defined money supply, M3 (currency held by the non-bank sector, 
demand and time deposits placed with banks and deposit-taking 
companies) for all currencies totalled US$31.8 billion in 1981, 
up 27 percent from 1980. Hong Kong dollars accounted for 83 
percent of M3 at the end of 1981. Money supply growth 








moderated beginning in the second half of 1981. Thus the 
expansion of Hong Kong's money supply was more in line with the 
growth of the economy than was the case in 1979 and 1980. 


In an effort to formulate an effective monetary policy and to 
foster Hong Kong's role as an international financial center, 
the Hong Kong Government undertook major reforms of Hong Kong's 
monetary system last year. Hong Kong witnessed a limited 
increase in the number of banks, with the lifting of the ban on 
new bank licenses. At the end of 1981, 123 licensed banks 
operated in Hong Kong, including 89 foreign banks incorporated 
outside of Hong Kong from 20 different countries. There are 
now 20 American banks licensed in Hong Kong. As the end of 
1981, Hong Kong had 350 deposit-taking companies (DTC's), most 
of which were incorporated in Hong Kong. Many DTC's, however, 
are owned by institutions outside of Hong Kong, including banks 
incorporated overseas. 


Recently the Hong Kong Government provided another major boost 
to Hong Kong's status as an international financial center. 
Effective February 25, 1982, the Government abolished all 
withholding interest tax on foreign currency deposits. At the 
Same time, the Government reduced the interest tax on Hong Kong 
dollar deposits from 15 to 10 percent. These measures will 
enable Hong Kong to compete more successfully with Singapore to 


lure foreign currency deposits. However, as a result of these 
developments, Hong Kong's monetary affairs will be more 
vulnerable in the future to changes in economic conditions 
outside Hong Kong. 


INTEREST RATES: Despite the fluctuation in U.S. interest rates, 
Hong Kong's prime rate remained unchanged at 17 percent from 
December 6, 1980, to July 21, 1981. Since then, Hong Kong's 
prime rate went up in response to increases in interest rates 
Overseas, reaching an historic high for Hong Kong of 20 percent 
on October 7, 1981. This peak rate did not remain for long. It 
Started to slide one month later, as Hong Kong's domestic 
credit expansion slowed down and the Hong Kong dollar regained 
its strength in the foreign exchange market. Hong Kong's prime 
rate stood at 16 percent at the end of 1981 and has remained 
unchanged to date. 


EXCHANGE RATES: The Hong Kong dollar's exchange value 
experienced erratic movements throughout 1981. Despite the 7.2 
percent depreciation of the Hong Kong dollar against the U.S. 
dollar in the first five months of 1981, the Hong Kong dollar's 
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trade weighted exchange index rose to 90.7 (base year 1971 = 
100) on June 5, 1981, the highest point for the year. However, 
as a result of continued rapid domestic inflation and the 
widened visible trade deficit, the Hong Kong dollar's trade 
weighted exchange rate index fell sharply to 81.1 on September 
23, 1981. At the same time, the Hong Kong dollar's exchange 
rate vis-a-vis the U.S. dollar depreciated from HK$5.38 equals 
US$1 at the end of 1980 to HK$6.19 equals USS$1 at the end of 
September, 1981. Beginning in October, the interest rate 
differential moved in favor of the Hong Kong dollar. Its 
strength recovered gradually in the remaining months of 1981, 
with the trade weighted exchange index closing at 85.9 at year 
end. 


STOCK AND PROPERTY MARKETS. Hong Kong's stock and property 
markets achieved speculative peaks in 1981 and then declined 
rapidly. The Hang Seng stock market index topped out at 1,810 
on July 17, 1981 and fell to 1,111 by October 5, 1981. The 
index stood at 1,172 on March 31, 1982. Hong Kong's stock 
market closely reflects the property market because many shares 
listed are those of property companies and other listings have 
large property holdings. Property values are generally 
believed to have fallen about 30 percent from their early 1981 
heights. Both markets may remain depressed until interest 
rates fall. 


THE PUBLIC SECTOR 


Hong Kong's new Financial Secretary John Bremridge, in his 
maiden budget speech in February, announced popular tax 
concessions. Even with the tax cuts, the Government's total 
revenue for FY82/83 is estimated at US$6.4 billion. Over 31 
percent of the Government's revenue comes from land sales. 
Government expenditure estimates total US$6 billion. Social 
and community services expenses draw the lion's share of 
Government expenses. Public expenditures are expected to 
increase by 10.7 percent in real terms. With this latest 
budget, Hong Kong's public sector will continue to grow at a 
faster clip than the economy. 


While Hong Kong's economic outlook is basically healthy, the 
Hong Kong Government's increasingly large size poses a 
potential problem. Despite the Government's affirmation to 
limit public sector expansion, its share of Hong Kong's GDP has 
increased from 11 percent in 1973 to 23 percent in 1981 and 
will account for 24 percent in 1982 - a large share by world 
standards. At present, Hong Kong can easily meet increased 
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expenditures and still register a handsome surplus. Even with 
generous tax cuts this year, the Hong Kong Government projects 
a fiscal surplus of US$390 million. However, the rapid 
growth of the public sector has been cause for official concern 


that the Hong Kong economy's flexbility could be reduced in the 
long run. 


IMPLICATIONS FOR THE UNITED STATES 


Hong Kong offers many opportunities for U.S. exporters. 
Although Hong Kong's image abroad is often that of a small 
marketplace, it ranks among the top twenty U.S. export 

markets. Hong Kong enjoys one of the fastest growing economies 
in East Asia and the world. The outlook is for continued 
expansion. To maintain its rapid growth, Hong Kong is moving 
from dependence on exports of textiles, garments, and 
low-priced consumer goods towards more sophisticated 
manufactured products in an effort to diversify the economy and 
establish a reputation for high quality production. U.S. firms 
can contribute to Hong Kong's industrial diversification 
efforts by aggressively pursuing the markets generated by Hong 
Kong's new needs. 


The potential for sales by U.S. firms already exists. Hong 
Kong's consumers are increasingly affluent. Per capita GDP 
jumped from US$1,612 in 1973 to US$4,726 in 1981 -- a real 
growth of 55 percent in 1973 constant market prices. In 
addition to servicing Hong Kong itself, U.S. firms should also 
explore Hong Kong's growing role as an entrepot for trade with 
China and the region. 


While opportunities abound, Hong Kong's open market is very 
competitive. The Hong Kong Government is committed to free 
trade. There are virtually no import or export restrictions. 
Tariffs are levied on only three items: tobacco products, 
liquor, and hydro-carbon oils. U.S. firms will face tough 
competition from Japan and China, Hong Kong's two major import 
markets. Because the Hong Kong market is so open, U.S. 
companies must offer not only competitive prices, but also 
reliable supply with assured delivery times and after sales 
service. Local customers often seek assurances that new U.S. 
firms will remain committed to the Hong Kong market and serve 
as reliable supply sources. 





BEST PROSPECTS 


U.S. suppliers will find export prospects are particularly good 
for electronic components, electronic industry production and 
testing equipment, building supplies and equipment, 
construction services, textile fabrics and machinery, consumer 
products, sophisticated business equipment, computers and 
peripheral equipment, software packaging, health care 
equipment, hotel and restaurant equipment, packaging equipment, 
commercial and house security equipment, material handling 
equipment, industrial safety equipment, grocery items, 
processed foods, and raw fruits and vegetables. Areas with 
excellent prospects are highlighted below. 


Hong Kong's electronics industry is one of Hong Kong's most 
rapidly growing and quickly changing industries. The 
industry's close connections with the American electronics 
industry and current emphasis on sophisticated production 
highly favor American technology. This creates excellent 
opportunities for U.S. suppliers of electronic industry 
production and testing equipment. 





Although Hong Kong's real estate market has been soft during 
the past six months, the demand for residential and commercial 
construction should remain relatively healthy. Because of 
Substantial major projects, the continued expansion of large 
satellite cities in the New Territories, and large Government 
public housing programs, the Hong Kong Government has actively 
encouraged American construction companies and consulting 
engineers to establish Hong Kong offices and compete for local 
projects. In practical terms, construction firms looking for 
business in Hong Kong should have local offices because of the 
need to prequalify to bid. Much construction is taking place 
on very difficult sites, creating a strong demand for high 
technology building materials, equipment and techniques. This 
is especially true for foundation work, reinforced concrete 
construction, and related areas. 


Quality U.S. textile cotton and synthetic blend fabrics -- 
especially polyesters -- should be competitive. Locally, 
American fabric producers are considered to be among the 
world's most advanced manufacturers of fabrics, capable of 
producing high quality goods at competitive prices. U.S. 
fabric suppliers, however, now hold only a 2 percent share of 
the Hong Kong market. Local textile and garment manufacturers 
are now actively encouraging American fabric makers to 
aggressively pursue the Hong Kong market. 
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Despite the overall decline in 1981 in Hong Kong's consumer 
goods imports, the demand for U.S.-manufactured consumer goods 
among Hong Kong's middle and upper income spenders -- plus the 
numerous tourists -- should pick up in the future. American 
suppliers should profit from the growing demand for sports 
equipment, household labor-saving devices, convenience items, 
small appliances, linens, towels, and cotton bedsheets. The 
expanding Hong Kong market for apparel -- particularly 
children's wear, casual, leisure and sports wear -- also 
presents sales opportunities. 


The large number of multinational firms established here 
creates a strong demand for business and office equipment and 
computers and peripheral equipment. American suppliers are 
also competitive in the rapidly growing markets for 
minicomputers and software. The most favorable prospects are 
for equipment which saves office space either by reducing 
filing or labor force requirements and for equipment which can 
rapidly transmit or process information. 


Other sales opportunities for alert U.S. firms also abound. 
Hong Kong's new hospitals and expanding health care facilities 
offer good opportunities for U.S. suppliers of medical and 
health care equipment. The continued growth of tourism in Hong 
Kong, Macao and China means new hotel and resort projects and 
expanded demand for hotel and restaurant equipment. To promote 
their exports, Hong Kong industrialists are emphasizing the 
importance of more attractive packaging for consumers and 
better protected packaging for shipment. The market for 
residential and commercial security equipment resents good 
prospects for American suppliers. The demand for commercial 
security equipment has picked up recently because of the 
insistance by Hong Kong's insurance firms that retail outlets 
handling high value merchandise have suitable and adequate 
security systems installed in order to qualify for insurance. 


Other markets which may develop into trade opportunites for 
American firms in the next several years include industrial 
safety equipment, pollution control equipment, energy 
conservation equipment and energy efficient machinery. The 
development of these markets will depend largely on the Hong 
Kong Government's enforcement legislation in these areas. 
Pollution control and energy conservation legislation is 
currently under consideration. Although the market for these 
products is still small, demand is expected to grow. American 
firms entering the market early may gain an advantageous 
position by being among the first to demonstrate the 
effectiveness of their products locally. 
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For additional information on best prospects for U.S. exports 
to Hong Kong, the Department of Commerce has a more detailed 
analysis available to American business firms. 


INVESTMENT OPPORTUNITIES 


Hong Kong welcomes foreign investment to diversify its 
industrial base and develop high technology industries. At the 
end of 1980, according to U.S. Department of Commerce 
statistics, U.S. investment in Hong Kong reached US$2 billion, 
including US$524 million in the trading sector, US$210 million 
in banking, US$377 million in finance (except banking), US$330 
million in the manufacturing sector, another US$330 million in 
the non-manufacturing sector, and US$198 million in the 
petroleum industry. Hong Kong Government statistics indicate 
the United States is the major foreign direct investor in Hong 
Kong with 44 percent of total investment, followed by Japan (32 
percent) and the United Kingdom (7 percent). 


U.S. investment can provide not only additional capital, but 
also the advanced technology, new ideas, and sophisticated 
management which will be needed to move Hong Kong's economy to 
a higher, more sophisticated stage of development. The more 
promising investment areas are: electronics, including printed 
circuit boards, semi-conductors, computer 2ssembly and 
software, business machines, instrumentation and automated 
industrial controls and advanced consumer electronics; 
electrical equipment, including motors, transformers, 
electrical accessories and electrical appliances; optics, 
including cameras, microscopes, glasses and binoculars; 
telecommunications equipment, ranging from push button 
telephones to terminal equipment; light industrial metal 
manufacturing, processing and engineering equipment; basic 
plastic material manufacturing equipment, including the full 
range of advanced finished products and components made of 


plastic materials; and building supplies and materials. 


Potential deterrents to future decisions to invest in Hong Kong 
include such factors as over-crowding, the high cost of office 
and residential space, and severely strained infrastructure 
facilities, particularly in the transport sector. On the other 
hand, Hong Kong offers substantial advantages in its highly 
favorable governmental policies and attitudes, excellent 
communications with the entire region, and ready access to a 
broad spectrum of financial and related services. 





CHINA DIMENSION 


The fundamental question regarding Hong Kong-China 
relations--the future of the New Territories lease which 
expires in 1997--is still unresolved. But this fact has not 
had any adverse impact on Hong Kong's economy, despite its 
popularity as a topic of conversation. Most analysts predict 
that it may begin to trouble investors within a few years if 
China does not give more clear-cut indications of what will 
happen in 1997. So far, Beijing has simply soothed concerns 
Orally by assuring investors that their interests will be taken 
into account fully in any future settlement. 


U.S. firms can take advantage of Hong Kong's economic relations 
with China which continue to develop rapidly. Most concretely, 
transportation and communication links to China have mushroomed 
in the last several years. Regular direct-train, bus, truck, 
car, ferry, hovercraft and plane service now link the two. 
Telex and telephone links are expanding quickly. Hong Kong 
sells substantial amounts of electricity to Guangdong Province, 
and is planning to use coal from China to fire the generating 
plants. A joint nuclear power station is under serious 
consideration. Two-way trade between Hong Kong and China has 
expanded dramatically and reached US$5.8 billion in 1981, 
representing a 48 percent increase over 1980. In addition, 
compensation trade agreements, joint ventures and wholly owned 
investments, particularly in the Special Economic Zone on the 
Hong Kong border, are increasing. 


Because of its close proximity to China, Hong Kong plays an 
important role as entrepot for trade between China and the 
United States. Re-exports of American goods to China through 
Hong Kong increased by 68 percent in 1981, reaching US$102 
million, while, at the same time, Chinese products re-exported 


via Hong Kong to the United States reached US$505 million, up 
67 percent. 


It is this unparalleled access to China which allows Hong Kong 
to function as an excellent base for U.S. firms interested in 
exploring the China market. Local staff fluent in both Englis’ 
and Chinese are readily available. Consulting firms offer a 
wide range of necessary services, including legal advice, 
travel arrangements, translation, packaging, shipping, and 
Market surveys. The active American Chamber of Commerce in 
Hong Kong arranges numerous programs, including speakers, 
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trips, and special interest committees, to assist in learning 
about and penetrating the China market. Thus despite Hong 
Kong's high prices, particularly for office and apartment 
rentals, and the recent opening of China to foreign residents, 
many China traders continue to find Hong Kong a highly 
desirable base area from which to pursue commerce with China. 
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